
Summary

In the early 1980s USAID began to support
development of private agribusiness.

Most programs concentrated on institutions that
support agribusiness, helping entrepreneurs
with agroprocessing and marketing, and aiding
market development for agricultural products.
But programs in two countries—Bangladesh and
Cameroon—adopted a narrower strategy: pri-
vatizing delivery of agricultural inputs. The aim
of the Bangladesh program was to privatize fer-
tilizer marketing and distribution to improve
market efficiency and promote entrepreneur-
ship.

The program succeeded beyond expecta-
tions, even though direct program assistance
from USAID and the Bangladesh Government
reached proportionately few firms and did not
address all the problems agribusinesses face.
Fertilizer is critical to rice production (which
accounts for 75 percent of agricultural output in
Bangladesh), and as soon as the subsector was
privatized, hundreds of firms emerged to import
and distribute fertilizer. More than 100,000 en-
trepreneurs entered the marketplace to meet the
immediate retail demand for fertilizer, dramatic
evidence that private firms can flourish, even
without direct assistance, when there is demand
for what they are selling. 

The simple, consistent, strongly felt vision
behind the program was critical to its success.
The USAID Mission was intent on increasing
the availability of fertilizer at a lower cost but
had no preconceived ideas about how this was to
be achieved. USAID was working with the In-
ternational Fertil izer Distribution Center
(IFDC), however, whose team leader aimed to
make fertilizer distribution as efficient and
market-responsive as possible. The team leader
also favored privatization. 

Several forces were working together. The
Government of Bangladesh was wrestling with
severe budget problems and was eager to reduce
its subsidy programs. It also wanted to make
fertilizer more widely available, especially to
rice farmers. There was a growing consensus
among technocrats to move away from social-
ism toward free markets, and many donors were
encouraging economic liberalization. Tangible
early results also strengthened public commit-
ment to the program.

Privatization of fertilizer marketing and dis-
tribution significantly improved both employ-
ment and agricultural production. A solid
45,000 jobs were created. The improved fertil-
izer distribution system was an economic boon
because it was part of a full, economically vi-
able technical package that also included high-
yielding rice varieties and improved irrigation.
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(The seeds were available mainly because of
USAID-funded research in the 1960s, and the
irrigation equipment became available and af-
fordable in the mid- to late 1980s because of
policy reforms supported by the World Bank
and the Asian Development Bank.) 

Cultivation of high-yielding varieties of
paddy required 32.5 more person-days per hec-
tare than did cultivation of the traditional vari-
ety. It also improved efficiency and increased
farmer profits 35 percent. Production increased
most dramatically in the dry season. Smallhold-
ers especially benefited, as 61 percent of Ban-
gladeshi farmers who use fertilizer own less
than 1 hectare. As a result of the program, in-
come increased $600 million a year for paddy
production and $750 mil-
lion a year for all crops.

Those who received
training, information,
marketing advice, and
help in day-to-day prob-
lem solving were virtu-
ally unanimous in praise
and apprec iat ion for
USAID’s technical assis-
tance. But the main rea-
son the fer t i l izer
distribution and market-
ing system improved was
that the policy environ-
ment improved. Even with little or no direct
assistance from program staff, private busi-
nesses would have survived in the reformed fer-
til izer market. The fertil izer distribution
program offers strong evidence that the private
sector responds efficiently to undistorted open
markets.

Background
With per capita income of about $180 a year,

Bangladesh is one of the world’s poorest coun-
tries. It is also one of the most densely popu-
lated, with an average 2,087 people per square
mile. Economic growth since the mid-1970s has
been steady but not spectacular. Gross national
product growth averaged about 4 percent a year
(nearly 2 percent per capita). 

Growth in agricultural production barely ex-
ceeded the 2 percent population growth rate in
the last decade. Still, the agriculture sector ac-

counts for 70 percent of all employment, 38
percent of gross domestic product, and 9 percent
of exports. Rice makes up three fourths of farm
output. 

Economic development was hampered by
heavy-handed public controls, among them an
overvalued currency and government control of
key input and crop markets. Under the old mar-
keting system, in use since the 1960s, agricul-
tural inputs—including fertilizer, seeds, and
irrigation equipment and services—were pro-
cured and distributed by the state-owned Bang-
ladesh Agricultural Development Corporation
(BADC). A national network of appointed deal-
ers handled retail sales. From 1962 to 1978,
fertilizer sales increased nearly 10-fold—from

73,000 tons to 720,000
tons—but the market was
heavily controlled and
subsidized by the govern-
ment. In recent years, in
an effort to reduce its
subsidy programs, the
government has decon-
trolled markets for farm
inputs and currency and
privatized public enter-
prises. This program was
part of that move toward
decontrol. 

USAID’s Assistance Approach
Under the old marketing system, BADC had

no incentive to cut costs, and retailers, who op-
erated on fixed commissions, were limited in
their ability to take advantage of changing mar-
kets. Moreover, neither BADC nor retailers ef-
fectively promoted the use of fertilizer. To
address these problems, USAID and the Bangla-
desh Government undertook two fertilizer dis-
tribution improvement projects over a 16-year
period: FDI–1, which began in 1978, and FDI–
2, which began in 1987.

The goal of FDI–1 was to increase agricul-
tural production (to 4 percent annual growth,
and 6 percent for holdings of less than 1 hectare)
by increasing the use of fertilizer (by 15 percent
a year generally, and 22 percent for holdings of
less than 1 hectare). The thrust of FDI–1 was to
replace the old marketing system with a new one

{The fertilizer
distribution program
offers strong evidence
that the private sector
responds efficiently to

undistorted open
markets.|
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by liberalizing marketing policy, making BADC
more eff icient and market-oriented, and
strengthening the role and effectiveness of pri-
vate dealers. This was to be done mainly by
providing technical assistance to BADC under a
contract with the IFDC. 

FDI–1 is considered a major success. It
halted increases in BADC’s distribution costs,
privatized fertilizer distribution at the retail
level, and deregulated fertilizer retail prices.
Nonetheless, BADC operations and dealer poli-
cies needed improving: Products were consis-
tently in short supply, and BADC had trouble
shifting to a market orientation. Consequently,
USAID and the Bangladesh Government agreed
to launch FDI–2. This program concentrated
less on strengthening BADC and more on
strengthening the role of the private sector.

There has been steady
progress toward the gov-
ernment’s ful l  disen-
gagement from fertilizer
distribution. This has
been a step-by-step proc-
ess, essentially spear-
headed by the Ministry
of Agriculture and eased
by a sustained policy dia-
logue between USAID
and the Bangladesh Gov-
ernment .  The FDI–2
technical team also assisted by providing analy-
sis and information to key government officials,
especially in the Ministry of Agriculture. 

FDI–1 removed BADC from retail sales
without threatening the organization’s role in
distribution. But allowing private dealers to pur-
chase in large quantities from a few BADC-
owned “ transport discount points”  was to be the
first step toward privatizing distribution. When
private dealers quickly took advantage of the
opportunity, BADC recognized that its distribu-
tion network would be reduced from 75 whole-
sale depots to about 10 transport discount
centers nationwide. Staff reacted by obstructing
the use of discount centers, forcing private
wholesalers to continue using the more widely
dispersed wholesale depots. 

This attempted obstruction ultimately expe-
dited privatization: In 1989, with private dis-
tributors unable to purchase from the transport

discount centers, the Minister of Agriculture de-
cided to allow private distributors to bypass
them and purchase directly from factories and
ports. BADC’s only remaining role, then, was to
import fertilizer. By 1992–93, however, fertil-
izer imports too had been fully privatized.

Program Achievements
As a result of FDI–1 and FDI–2, fertilizer

distribution in Bangladesh improved consider-
ably. The program fulfilled its main objectives:

1. Liberalizing and privatizing the fertilizer
market. In 1978, when FDI–1 started, the entire
fertilizer distribution system was government
controlled from port and factory to the con-
sumer. BADC distributed all fertilizer through a

network of 20,000 private
retailers it appointed and
permitted to sell at set
prices and locations. By
1992 the government was
completely disengaged
from the fertilizer market,
prices were decontrolled,
and fertilizer subsidies
had ended.

2. Increasing the num-
ber and effectiveness of
private fertilizer import-
ers,  d istr ibutors, and

dealers. In 1978 BADC sold 720,000 tons of
fertilizer to 20,000 BADC-appointed private
dealers who were allowed to sell only within
prescribed areas and at set prices. By 1985,
5,000 wholesalers, which sold to about 12 retail-
ers each, had replaced the 20,000 private deal-
ers. Today 10,000 wholesalers serve more than
100,000 retailers.

3. Making the fertilizer market more effi-
cient. The privatized system is more responsive
to markets and customer needs, and prices are
intensely competitive. Distributors make
timely, reliable deliveries, provide good dealer
service, and anticipate farmers’ needs and de-
mands. Competition is strong all along the mar-
keting chain and in every part of the country.
Margins are small, and distributors and dealers
constantly seek ways to minimize costs. As a
result of this more efficient marketing system,
costs to farmers are considerably lower.

{The privatized system
is more responsive to
markets and customer
needs, and prices are

intensely competitive.|
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Economic Impact
FDI’s effect on the economy stemmed almost

entirely from its influence on fertilizer use,
which has increased agricultural production,
rural incomes, and food self-sufficiency. In the
decade before FDI started, growth in fertilizer
sales (an average 9.4 percent a year) was
achieved mainly through government subsidies,
which covered roughly 65 percent of the cost.
By 1978, when FDI–1 started, the subsidy was
unsustainable, and donors and the government
generally agreed the subsidy had to be reduced
if not eliminated. Moreover, fertilizer costs (in-
cluding marketing costs) were increasing rap-
idly, and the fertilizers farmers needed were
often in short supply. 

While the subsidy
was being eliminated
and as marketing costs
fell, the price of fertil-
izer as a share of the
price of rice actually
declined slightly. As
costs fell and distribu-
tion and marketing im-
proved, fertilizer sales
near ly t r ip led—from
750,000 tons in 1978 to
2.3 mi l l ion tons in
1993.

Rice production is
now about 5 million
tons greater than i t
would have been if fer-
tilizer use had not increased during the 1980s.
Rice prices would have risen, and Bangladesh
would still be a major rice importer. As a result
of increased use of fertilizer, in the decade
1973–82 rice production grew 42 percent (10
percent by area and 26 percent by yield). In the
following decade (corresponding roughly with
the FDI program), production increased 30 per-
cent (3 percent by area and 26 percent by yield).
The price of rice fell steadily from 1970 on, and
in 1992–93 Bangladesh became self-sufficient
in rice.

The main rice crop is aman, which coincides
with the late monsoon period. This season ac-
counts for more than half of total rice produc-
tion. Production increases for aman rice have
come almost entirely from the increased use of

high-yield varieties and fertilizer. Without fer-
tilizer, high-yield varieties produce little more
than local varieties. The availability of fertilizer
allowed farmers to increase cropland planted in
high-yield varieties from 4 percent of total cul-
tivated area in 1980 to 40 percent in 1993. If
fertilizer use had leveled off at 1 million tons (a
distinct possibility under BADC), aman produc-
tion would have been about 8 million tons in-
stead of the current 9.7 million tons.

But the most dramatic growth has occurred
in boro (dry season) production—averaging 6.4
percent a year during the life of the program. In
the 5 years ending in 1985, production grew 10
percent a year, and in the 5 years after that, 9
percent a year. Boro rice depends almost en-

tirely on irrigation, the
high cost of which dic-
tates that farmers get
maximum yields. For the
boro season, the key fac-
tor in ferti l izer use is
availability, not price.
Had fertilizer availability
remained at the 1-million-
ton level, boro production
in 1992–93 would prob-
ably have been 3.5 million
tons instead of the 6.5 mil-
lion tons it was. 

Farm budget studies
conducted under FDI–2
indicate that every year
173,000 more person-
years are used in produc-
ing aman paddy,  and

530,000 more person-years are used in produc-
ing boro paddy. Additional returns to land and
draft animals during the boro season have a
value of about $190 million. And farms using
the high-yield variety technical package as a
result of the FDI program are generating in-
creased profits of about $288 million a year.
Increased income from rice production is about
$600 million a year (from all crops, more than
$750 million a year). That translates into about
1.7 million new farm-level full-time equiva-
lents. (An equivalent is 240 8-hour days.) 

Ultimately, outlays for FDI–1 and FDI–2
were $222 million and $66 million, respec-
tively. The program succeeded in privatizing
fertilizer marketing and producing substantial

{The most dramatic
growth has occurred in

dry-season
production....In the

5 years ending in 1985,
production grew

10 percent a year, and
in the 5 years after

that, 9 percent a year.|
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efficiency gains for the country (see box). Was
the program worthwhile in terms of costs and
benefits? USAID analysts calculate an internal
rate of return of 12 percent and a net present
value of $44 million (based on a 10 percent
discount rate), even with a full accounting of
costs. But it is probably inappropriate to include
all project costs, because 60 percent of the
budget went to fertilizer imports that generated
funds to support general government spending.
Excluding the cost of fertilizer imports, the in-
ternal rate of return is 21 percent and the esti-
mated net present value is $160 million. By any
standards, these are respectable returns on in-
vestment. 

Social Impact
With privatization of fertilizer distribution,

45,000 jobs were created in agricultural input
supplies. (Although data were not available, the
proportion of women employed was undoubt-
edly low because of cultural and economic bar-
riers to their employment.)

But the main effects were on farms. High-
yield variety paddy required 32.5 more person-
days per hectare than the traditional variety
(grown mostly during the rainy season). About
2 million additional hectares in the rainy season
and 1.7 million more in the dry season were
under production under the high-yielding tech-

A More Efficient Market

As a result of the two fertilizer distribution improvement projects, the fertilizer market improved
in the following ways, among others

• Direct purchases of urea from the factories, and of phosphate and potash from the port produce
major cost savings all along the marketing chain.

• The Bangladesh Chemical Industries Corporation is now paid cash for its fertilizer, improving
its cash flow.

• Private distributers pay much less than BADC did for barge transport, the main form of transport
from ports and dealer warehouses.

• Inventory management is easier under private distributors and dealers, who purchase in smaller
lots and choose warehouse locations that reduce transport costs and make the fertilizer more
accessible to retailers and farmers. (Most distributors own two warehouses and rent two more,
and half have purchased their own transport facilities.) 

• Direct private imports in 1991–92 cut the cost and freight price of fertilizer 8 percent.

• Since 1989, competition has kept the margin between the issue price (at factory or distribution
point) and the farm price below 20 percent for urea and phosphate and 25 percent for potash,
which is sold in smaller quantities. When the issue price increases unexpectedly, private
distributors and dealers generally absorb part of the increase, then gradually raise the margins
back to competitive but profitable levels.

• Farmers now get the kind of fertilizer they want, in the quantities they want, at the time they
need it. (BADC was unable to project demand or anticipate local shortages, so the fertilizers
available at a given site were often not those the farmers needed.)

• Because of training provided under FDI–2, fertilizer dealers are now a key source of technical
advice to farmers. Under BADC, most fertilizer retailers had little or no technical knowledge of
how fertilizers should be applied.
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nical package (including seeds, irrigation, and
fertilizer). 

Smallholders have especially benefited. Use
of fertilizer increases as the size of the farm
drops, and in Bangladesh, 61 percent of farmers
who used fertilizer owned less than 1 hectare.

Not only has the price of rice dropped over
time—about 30 percent in real terms from
1972–1992—but rice prices have also become
more stable because of increased production
during the dry season. The drop in prices has
increased the real incomes of the poorest seg-
ments of the population, who now spend propor-
tionately less on rice. According to a recent
IFDC survey, when the price of rice drops 20
percent, 10 million people move from inade-
quate to adequate daily caloric intake. The same
survey found that the extra real income is spent
on nutrition. Consumption of meat has in-
creased 75 percent, adult body weight has in-
creased measurably, and the number of
malnourished children has declined.

Findings 
USAID efforts succeeded in privatizing the

supply, marketing, and distribution of inputs.
The success of the intervention was attributable
partly to the simple, consistent, and strongly felt
vision underlying the program. That vision pro-
vided the framework for a step-by-step process
that was implemented over 16 years. Although
the program was ideologically driven to some
extent (in USAID as well as in IFDC), the un-
derlying objective was always to identify
changes in fertilizer policies that would in-
crease the availability and reduce the delivered
cost of fertilizer. Without this emphasis, and
without strong pressure to liberalize the econ-
omy, BADC and its supporters might have pre-
vented the termination of subsidies and the
privatization of fertilizer distribution and mar-
keting.

USAID ultimately aimed to dismantle rather
than strengthen BADC, but it did so by stages,
first downsizing the BADC operation and then
relieving BADC of its responsibility for fertil-
izer distribution. The political commitment of
the United States and the Bangladesh Govern-
ment, and a focused intervention strategy con-
tributed to the success of the intervention. So
did Bangladesh’s firm assurance—designed to
reduce labor resistance—that BADC employees
would not lose their jobs.

It might seem incongruous that FDI–1 aimed
to strengthen fertilizer distribution through
BADC and that FDI–2 aimed to eliminate
BADC from fertilizer distribution, but, as a
practical matter, increasing BADC’s effective-
ness was a necessary step in privatization. One
reason for the program’s success was the prior-
ity put on demonstrating the effects of policy
changes at every stage of reform. Successful
pioneering firms set examples others could fol-
low, and first-comer firms developed expertise
they later shared with latecomers; indeed, some
new businesses were established by former em-
ployees of pioneering firms. BADC could not
have been removed from fertilizer distribution if
the program had not first shown conclusively
that the private sector would be able to distrib-
ute fertilizer more effectively and inexpensively.

A key program component was technical as-
sistance to the government in fertilizer market-
ing policy. As issues surfaced, the IFDC
provided data and analysis and brought in ex-
perts from the United States to provide the gov-
ernment with the most complete and accurate
information possible. Changes were made only
when government decision-makers understood
and supported them. One key to the program’s
success was its reliance on data, analysis, and
demonstrated results, rather than on USAID-
imposed conditions. The fertilizer privatization
strategy was not only focused, but also empiri-
cally grounded in a realistic assessment of ob-
stacles to the growth of agribusiness. As a senior
government official put it, “The reform process
was not slow, it was gradual, and that is what
ensured its acceptability.”  

An economically viable technical package
made fertilizer use profitable, especially com-
bined with irrigation and high-yielding rice va-
rieties. Farm households that used fertilizer to
grow high-yielding rice in the aman season
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earned 40 percent more per hectare than house-
holds that grew traditional varieties without fer-
tilizer. Incentives were even greater in the boro
season. When the distribution of irrigation
equipment was liberalized, the irrigated area in
the dry season increased dramatically. But the
cost of irrigation was so high that without en-
sured access to fertilizer, the investment would
not have been profitable. Availability of the full
technical package was essential for the success
of interventions affecting any single agricul-
tural input.

Direct program as-
sistance reached pro-
portionately few agri-
cultural input firms and
did not cover all the
problems agr ibus i-
nesses face. But the
firms grew and flour-
ished even without di-
rect  ass is tance.  In
general, the program
showed that improving
the policy and regula-
tory environment, pri-
vatizing parastatals,
disengaging govern-
m e n t  f r o m  d i r e c t
participation in agri-
business activity, and
developing infrastruc-
ture help expand agri-
business more than
direct assistance to
firms does. 

Lessons Learned 
It is important to build support within the

government and affected institutions before
bringing about policy changes that significantly
affect private and state sectors and change ba-
sic social and economic agendas. The main in-
tent of reform should be to improve the policy,
regulatory, and institutional environment. Pri-
vatization efforts in Bangladesh were eased by
the general atmosphere of economic liberaliza-
tion. But at every step of FDI–1 and FDI–2, the

government was consulted and was shown data
and analyses about the previous steps and re-
sults. Building support for far-reaching changes
takes time, but the time must be taken.

Tangible positive results early in a program
are key to generating and nurturing public com-
mitment. 

Changing government agribusiness policies
requires highly qualified technical experts ca-
pable of dealing with both government and the
private sector. One element of program success

was the availability of
highly competent fertil-
izer marketing experts
from IFDC. They built
credibility with the gov-
ernment and the private
sector. This was espe-
cially important in Bang-
ladesh, with i ts long
tradition of promoting
agricultural production
through parastatals. 

The private sector re-
sponds efficiently to un-
distorted open markets.
At every step toward pri-
vatization, private busi-
nesses expedi t iously
replaced BADC, cutting
distribution costs and
making more timely de-
liveries to farmers. Effi-
ciency improved with
little direct assistance to

businesses. What assistance existed was di-
rected to small and medium-size firms, which
dominate agribusiness in Bangladesh.

Privatization efforts are made easier when
carried out in the context of general economic
liberalization. The FDI program was part of a
major government policy shift, not an isolated
program diametrically opposed to the govern-
ment’s main development policies. Absent
high-level government and widespread donor
support for economic liberalization, it might
have been impossible to overcome BADC and
political resistance to privatization of fertilizer
markets.

{The Bangladesh
Agricultural Development

Corporation could not
have been removed from
fertilizer distribution if

the program had not first
shown conclusively that
the private sector would

be able to distribute
fertilizer more effectively

and inexpensively.|
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